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Dear Mr. Kondo:

This is our report on the financial audit of the Department of Health, the State of Hawaii (Department)
as of and for the fiscal year ended June 30, 2020. Our audit was performed in accordance with the terms
of our contract with the State of Hawaii and with the requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements
for Federal Awards (Uniform Guidance) and Government Auditing Standards, Audits of States, Local
Governments, and Non-Profit Organizations.

OBJECTIVES OF THE AUDIT

The primary purpose of our audit was to form opinions on the fairness of the presentation of the
Department’s basic financial statements as of and for the fiscal year ended June 30, 2020, and to comply
with the requirements of the Uniform Guidance. The objectives of the audit were as follows:

1. To provide a basis for an opinion on the fairness of the presentation of the Department’s
basic financial statements, including whether the schedule of expenditures of federal awards
is fairly stated in relation to the financial statements.

2. To consider the Department’s internal control over financial reporting in order to determine
our auditing procedures for the purpose of expressing our opinions on the basic financial
statements.

3. To perform tests on the Department’s compliance with laws, regulations, contracts, and

grants, including applicable provisions of the Hawaii Public Procurement Code (Chapter
103D and 103F, Hawaii Revised Statutes), that could have a direct and material effect on the
determination of financial statement amounts.

4. To consider the Department’s internal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinions on compliance and to test
and report on internal control over compliance.

5. To provide a basis for opinions on the Department’s compliance with applicable laws,
regulations, contracts, and grants that could have a direct and material effect on each major
federal program.



SCOPE OF THE AUDIT

Our audit was performed in accordance with auditing standards generally accepted in the United States
of America as prescribed by the American Institute of Certified Public Accountants; Government
Auditing Standards, issued by the Comptroller General of the United States; and the provisions of the
Uniform Guidance. The scope of our audit included an examination of the transactions and accounting
records of the Department for the fiscal year ended June 30, 2020.

ORGANIZATION OF THE REPORT

This report is presented in six parts as follows:

e Partl - The basic financial statements and related notes to the financial statements of
the Department as of and for the fiscal year ended June 30, 2020, and our
opinion on the basic financial statements.

e Partll - Our report on internal control over financial reporting and on compliance and
other matters.

e Partlll - Our report on compliance for each major program and internal control over
compliance.

e PartlVv - The schedule of findings and questioned costs.

e PartVv - The summary schedule of prior audit findings.

e PartVl - Corrective action plan as provided by the Department.

We wish to express our sincere appreciation for the excellent cooperation and assistance extended by the
officers and staff of the Department.

Sincerely,

s Dl

Wilcox Choy
Partner



Table of Contents

Page
PART 1  FINANCIAL SECTION
Independent Auditor’s Report 7-9
Management’s Discussion and Analysis 10-21
Basic Financial Statements
Government-Wide Financial Statements
Statement of Net Position 22
Statement of Activities 23
Fund Financial Statements
Balance Sheet - Governmental Funds 24
Reconciliation of the Governmental Funds Fund Balance Sheet to
the Statement of Net Position 25
Statement of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds 26
Reconciliation of the Statement of Revenues, Expenditures and Changes in
Fund Balances to the Statement of Activities 27
General Fund - Budgetary Comparison Statement 28
Special Revenue Funds - Budgetary Comparison Statement 29
Statement of Net Position - Proprietary Funds 30
Statement of Revenues, Expenses and Changes in
Fund Net Position - Proprietary Funds 31
Statement of Cash Flows - Proprietary Funds 32
Statement of Fiduciary Net Position - Agency Funds 33
Notes to Basic Financial Statements 34-74
Supplementary Information:
Schedule of Expenditures of Federal Awards 76-80
Notes to the Schedule of Expenditures of Federal Awards 81



PART I

PART 111

PART IV

PART V

PART VI

Table of Contents (continued)

Page
REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS 82-84
REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE 85-89
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 90-102
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 103-107
CORRECTIVE ACTION PLAN 108-112



PART I

FINANCIAL SECTION



Independent Auditor’s Report

Office of the Auditor
State of Hawalii

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Department of Health,
State of Hawaii (Department), as of and for the fiscal year ended June 30, 2020, and the related notes to
the financial statements, which collectively comprise the Department's basic financial statements as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Department as of June 30, 2020, and the respective
changes in financial position, and, where applicable, cash flows thereof and the respective budgetary
comparisons for each major fund for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matters

As discussed in Note 1, the financial statements of the Department are intended to present the financial
position, the changes in financial position, and, where applicable, its cash flows and budgetary
comparisons, of only that portion of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the State of Hawaii that is attributable to the
transactions of the Department. They do not purport to, and do not, present fairly the financial position of
the State of Hawaii as of June 30, 2020, the changes in financial position, or, where applicable, its cash
flows and budgetary comparisons, for the year then ended in conformity with accounting principles
generally accepted in the United States of America. Our opinion is not modified with respect to this
matter.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 10 through 21 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Department’s basic financial statements. The schedule of expenditures of federal awards, as
required by the Office of Management and Title 2 U.S. Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform
Guidance), is not a required part of the basic financial statements.

The schedule of expenditures of federal awards is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the schedule
of expenditures of federal awards is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 30, 2021
on our consideration of the Department’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is solely to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of the Department’s internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the Department’s internal control over financial reporting and compliance.

KmH ¢ep

KMH LLP

Honolulu, Hawaii
March 30, 2021, except for our report on the Schedule of Expenditures of Federal Awards, for which the
date is May 7, 2021.
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PART Il

REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS
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Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed
in Accordance With Government Auditing Standards

Independent Auditor’s Report

Office of the Auditor
State of Hawalii

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining fund information of
the State of Hawaii, Department of Health (Department), as of and for the fiscal year ended
June 30, 2020, and the related notes to the financial statements, which collectively comprise the
Department’s basic financial statements, and have issued our report thereon dated March 30, 2021.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Department’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Department’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the Department’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying schedule of findings and questioned costs,
we identified certain deficiencies in internal control that we consider to be material weaknesses and
significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiency described in the accompanying schedule of findings and questioned costs as
Finding No. 2020-001 to be a material weakness.
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with governance.
We consider the deficiency described in the accompanying schedule of findings and questions costs as
Finding No. 2020-002 to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are required
to be reported under Government Auditing Standards.

Department’s Response to Findings

The Department’s response to the findings identified in our audit is described in the accompanying
corrective action plan. The Department’s response was not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

KmH ¢cp

KMH LLP

Honolulu, Hawaii
March 30, 2021
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Report on Compliance for Each Major Federal Program and on Internal
Control over Compliance Required by Uniform Guidance

Independent Auditor’s Report

Office of the Auditor
State of Hawaii

Report on Compliance for Each Major Federal Program

We have audited the State of Hawaii, Department of Health’s (Department’s) compliance with the types of
compliance requirements described in the OMB Compliance Supplement that could have a direct and
material effect on each of the Department’s major federal programs for the fiscal year ended
June 30, 2020. The Department’s major federal programs are identified in the summary of auditor’s results
section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Department’s major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted our
audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types
of compliance requirements referred to above that could have a direct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about the Department’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances.
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We believe that our audit provides a reasonable basis for our qualified and unmodified opinions on
compliance for major federal programs. However, our audit does not provide a legal determination of the
Department’s compliance.

Basis for Qualified Opinion on Major Federal Programs Identified in the Table Below

As described in the accompanying schedule of findings and questioned costs, the Department did not
comply with requirements regarding the following:

CFDA Compliance
Number Name of Federal Program Requirement Ref. No.
93.958 Block Grants for Community Mental Health Reporting 2020-003

93.958 Block Grants for Community Mental Health Subrecipient Monitoring | 2020-004

Special Supplemental Nutrition Program for

10.557 Woman, Infants and Children

Cash Management 2020-005

Compliance with such requirements is necessary, in our opinion, for the Department to comply with the
requirements applicable to that program.

Qualified Opinion on the Major Federal Programs in the Table Above

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the
Department complied, in all material respects, with the types of compliance requirements referred to above
that could have a direct and material effect on the major federal programs identified in the Basis for
Qualified Opinion paragraph for the fiscal year ended June 30, 2020.

Unmaodified Opinion on Each of the Other Major Federal Programs

In our opinion, the Department complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its other major federal
programs identified in the table below for the fiscal year ended June 30, 2020:

CFDA Number(s) Name of Federal Program
03.044, 93.045, 93.053 | Aging Cluster
03.268 Immunization Cooperative Agreements
93.777,93.778 Medicaid Cluster
03.788 State Targeted Response to the Opioid Crisis
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CFDA Number(s) Name of Federal Program
93.917 HIV Care Formula Grants (Ryan White HIVV/AIDS Program Part B)
93.959 Block Grants for Prevention and Treatment of Substance Abuse
66.458 Capitalization Grants for Clean Water State Revolving Funds
66.468 Capitalization Grants for Drinking Water State Revolving Funds

Other Matters

The Department’s response to the noncompliance findings identified in our audit are described in the
accompanying corrective action plan. The Department’s response was not subjected to the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

Report on Internal Control Over Compliance

Management of the Department is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the Department’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Department’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is reasonable
possibility that material noncompliance with a type of compliance requirement of a federal program will
not be prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control
over compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a
type of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material weaknesses
or significant deficiencies may exist that were not identified. We did identify certain deficiencies in
internal control over compliance, described in the accompanying schedule of findings and questioned
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costs as Finding No. 2020-003 through 2020-005, that we consider to be material weaknesses.

The Department’s response to the internal control over compliance findings identified in our audit is
described in the accompanying corrective action plan. The Department’s response was not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
response.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

KmH ¢ep
KMH LLP

Honolulu, Hawaii
March 30, 2021, except for our unmodified opinion on the Medicaid Cluster (93.777, 93.778), for which the
date is May 7, 2021
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SUMMARY OF PRIOR AUDIT FINDINGS
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CORRECTIVE ACTION PLAN
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Implementation Date: Implementation of OSWM'’s data

management upgrades began in February 2021. OSWM
anticipates that it will take up !o three years to complete,
pending funding.

Responding Officials: Michael Burke/Solid Waste Coordinator

P98
2020-003

Corrective Action Taken or Planned on FFR reporting:

The Department of Health’s Adult Mental Health Division
(AMHD) is recruiting for one Accountant and requesting
approval to recruit for two additional Accountant positions to
fill vacant positions in its Fiscal Section. AMHD expects to
meet future Federal Financial Report requirements as the
vacant Accountant positicns are filled.

Implementation Date: FY 2022

Responding Official: Amy Yamaguchi/Administrative
Officer/AMHD

P99-100
2020-004

Corrective Action Taken or Planned Subrecipient Monitoring:

AMHD will send reminder letters to providers notifying them
of submitting required reports three months prior to the end of
the contract year. AMHD staff will review and evaluate each
single audit report and a checklist will be completed and
submitted to the AMHD Program Support Services Manager
for final review and approval.

Implementation Date: Next Financial Audit for the Period
Ending June 30, 2021 for the Department of Health.

Responding Officials: Amy Curtis/AMHD
Administrator/AMHD and Yara Sutton/AMHD Program
Support Services Manager/AMHD

P101-102
2020-005

Corrective Action Taken or Planned on Cash Management:

WIC revised its Standard Operating Procedures, which now
requires the Administration Officer to review and approve the
Accountant’s draw request from the ASAP Account and
deposit into the State Treasury.

Implementation Date: November 1, 2020

Responding Officials: Melarie Murakami/Public Health
Program Manager and Paul Uchima/WIC Services
Administrative Officer
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